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REPORT OF FACTUAL FINDINGS
TO THE SHAREHOLDERS OF MUSCAT NATIONAL HOLDING COMPANY
SAOG

We have performed the procedures prescribed in Capital Market Authority (CMA) circular no. 16/2003, dated
29 December 2003 with respect to the Board of Directors’ corporate governance report of Muscat National
Holding Company SAOG (“the company”) as of and for the year ended 31 December 2006 and application of
the corporate governance practices in accordance with the CMA Code of Corporate Governance issued under
circular no. 11/2002 dated 3 June 2002 and its amendments. Our engagement was undertaken in accordance with
the International Standard on Related Services applicable to agreed-upon procedures engagements. The
procedures, as stated in circular no. 16/2003, were performed solely to assist you in evaluating the company’s
compliance with the code as issued by the CMA.

We report our findings on the procedures performed in the following paragraph.

We found that the Board of Directors’ corporate governance report reflects the company’s application of the
provisions of the code and is free from any material misrepresentation.

Because the above procedures do not constitute either an audit or a review made in accordance with
International Standards on Auditing or International Standards on Review Engagements, we do not express any
assurance on the accompanying corporate governance report.

Had we performed additional procedures or had we performed an audit in accordance with International
Standards on Auditing or International Standards on Review Engagements, other matters might have come to our
attention that would have been reported to you.

Our report is solely for the purpose set forth in the first paragraph of this report and for your information and is
not to be used for any other purpose. This report relates only to the Board of Directors’ corporate governance
report included in its annual report for the year ended 31 December 2006 and does not extend to any financial
statements of Muscat National;Holding Company SAOG taken as a whole.
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26 February 2007
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CHAIRPERSON’S REPORT ON

CONSOLIDATED RESULTS

FOR THE YEAR ENDING 31st DECEMBER 2006

On behalf of the Board of Directors of Muscat National Holding SAOG I have great pleasure in welcoming you to the 12th Annual General Meeting of the Company to present you our Annual Report on the Company’s activities and the audited consolidated financial statements for the year ending 31st December 2006.

General Overview

Insurance Operations: -
The increase in momentum of economic growth has made an impact on the industry over the year however with an additional three new national entrants, competition for major projects has remained intense and it is suspected that existing participants quoting less than market rates to win tenders by subsidizing from their net account. New entrants are buying their share into the market and thus increasing competition together with a softening of the reinsurance market which has driven down rates to unsustainable levels once more, particularly in the motor insurance sector. This has been exacerbated by more severe climatic change in the Muscat region in particular where storms have affected us twice in this year impacting on both motor and property account losses. 

I am pleased to report however, that prudent negotiations with our reinsurers by management have established treaty protection with a lot better remunerative terms to the company for 2007. 

We are continuing our plan for expansion and have opened up two more branches.

Investment Operations: -

We have not been able to enjoy the growth in the local securities market as we did the previous year and this has had an effect on our overall net worth growth. However, this dip is a temporary phenomenon, as you are aware our local portfolio has achieved much better average return over last 10 years which is reflected in current shareholders’ consolidated net equity of OMR 10.1 M. 
Our International investments have attained much better results compared to the previous year.
Results

Despite the fierce competition Gross Premiums have increased by 9% to OMR 9.1M (OMR 8.3M) Premiums after reinsurance have also increased by 9% from OMR 1.1M to OMR 1.2M underlining the growth.
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The operational income consisted of investment income of OMR 278K (2005: OMR 1,994K) and an underwriting result of OMR 1289K (2005: 1,414K).  The increase in expenses was towards the strengthening of the quality of our skilled workforce.

The net profit is OMR 375K compared to a profit of OMR 2,270K the last year.  The Earnings per share is reduced from OMR 0.454 to OMR 0.075 . Therefore, the Board of Directors has proposed a cash dividend of 6%. The company adopts a prudent dividend policy, however the dividend distribution is subject to the approval of the shareholders. 

However, I am delighted to report that the shareholders Consolidated Net Equity has risen above the ten million mark to OMR 10.1M from OMR 9.7M at the end of last year. The Net Asset per share has increased from OMR 1.948 to OMR 2.023.

The total assets now stand at OMR 22.2M compared with OMR 21M in the previous year.

Corporate Governance

Corporate Governance still remains a key focus for the Company. The board has appointed a new Legal Advisor to continue to ensure good compliance and to oversee all legal issues that affect our company. The internal auditor continues to report to the Board via the Audit Committee.  The subsidiary companies have set up a Risk Management Committee to safeguard risks exposure to the company.

Management continues to maintain a high standard of compliance and best practices as required by the Code of Corporate Governance and Company’s Corporate Governance policies. This is certified by our external auditors PricewaterhouseCoopers who confirm that we are in compliance with the laws and regulations of the Sultanate of Oman. We continue to monitor and review the effectiveness of the Company’s system of internal controls.  

During the year, a directors and officers liability policy was underwritten covering the parent company directors at a cost of OMR 10,496/-.

Omanisation

We are committed to Omanisation as, several Omani staff have been trained to successfully achieve positive exam results and are well on their way to industry qualifications. A certification process has been introduced to encourage improved skill levels and accountability. Training continues internally, locally and oversees as required.
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Policies and Measures put in place by the board and management will ensure higher returns in the operational result going forward based on the buoyant economic environment that the Sultanate is enjoying. Therefore, I am confident that the investment result will show more positive results in the coming year.

Acknowledgement

The Board of Directors conveys its thanks to our Customers, Reinsurers and Shareholders for their ongoing support.

The Board of Directors especially appreciates the continued support and determined efforts made by the Management and Staff of the Company.

On behalf of the Board, I would like to take this opportunity to express our most humble gratitude and loyalty to His Majesty Sultan Qaboos bin Said for the continued peace and stability, which his reign has brought us. We also wish His Majesty the strength and good health to allow him to continue to lead us on an enlightened path to future prosperity and development for Oman and its people.
For and on behalf of the Board of Directors
_________________

Reem Omar Zawawi

Chairperson
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                  REPORT ON CORPORATE GOVERNANCE

1.    Company Philosophy

The company has adopted to the principles of Corporate Governance in accordance with the code of Corporate Governance for MSM listed companies as pronounced by the Capital Market Authority of Oman. The Company’s Board consists Non-executive and Independent directors. The Board has adequately empowered the Executive Management on all day to day matters, subject to the overall authority vested in the Board. The Company lays strong emphasis on audit and internal controls, having regard to the nature of the company’s business and introduced suitable checks and balances to ensure sound integrity of the operations. The Company also lays a very high emphasis on total compliance with the various laws and regulations of the Country, and total transparency in its accounts in accordance with the International Financial Reporting Standards (IFRS).

2.    Board of Directors

      Composition:

      Muscat National Holding Company SAOG

No.  of Meetings

Attended + AGM
       National Heaters Company                        Represented by 

                                                                          Miss Reem bint Omar Zawawi            Chairperson
    Independent  7   

       Oman Mechanical Service Co.                  Represented by

                                                                          Mr. Juma bin Abdullah Al Hinai         Dty Chairperson Independent  7
       Diwan of Royal Court - Pension Fund
  Represented by 

                Sheikh Abdulmalik bin Abdullah 

                Al Khalili                                              Director             Independent  0  

        




  Representative: Mr. Saleh Bin Nasser Al Riyami                                2
                                                                          Representative: Mr. Ali bin Hamoud Al Wardi                                   4
       Oman Supply & Services Co

  Represented by  

                                                                          Mr. Ranjit Singh                                  Director              Independent  2
       Oman International Bank    

  Represented by 

                                                                          Mr. Suleiman bin Saeed 

                                                                          Al Kindy (Till October 2006)              Director
    Independent  3
                                                                          Mr. Sultan bin Salim Al Habsi            Director              Independent  1
                                                                          (From October 2006)

	                                                                                                 Board of Directors Meeting Schedule Dates  +  AGM



	       Board of Directors
	1st Mtg

27.02.06
	2nd Mtg

04.03.06
	3rd Mtg

29.04.06
	4th Mtg

29.07.06
	   5th Mtg

28.10.06
	6th Mtg

26.12.06
	AGM

26.03.06

	      Miss Reem bint Omar Zawawi
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	      Mr. Juma bin AbdullahAl Hinai
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	      Sheikh Abdulmalik bin Abdullah Al Khalili   
	*
	*
	Absent
	**
	**
	**
	**

	      Mr. Ranjit Singh  
	No*
	No*
	Yes
	Yes
	No*
	No*
	No*

	      Mr. Suleiman bin Saeed Al Kindy                               
	Yes
	Yes
	Yes
	No*
	-
	-
	-

	      Mr. Sultan bin Salim Al Habsi (From Oct 05)
	-
	-
	-
	-
	-
	Yes
	-


     ( Attended vide PROXY  by  the representative * Mr. Saleh Bin Nasser Al Riyami and)  

     (Attended vide PROXY  by  the representative ** Mr. Ali bin Hamoud Al Wardi)

* Proxy issued

  

     Membership in Boards or Chairpersonships of Omani Public Joint Stock Companies:-

	
Name of Board Director


	No. of Boards on which member (including MNHC)
	No. of Boards on which Chairperson (including MNHC)

	       Miss Reem bint Omar Zawawi
	1
	2

	       Mr. Juma bin Abdullah Al Hinai 
	2
	

	      Sheikh Abdulmalik bin Abdullah Al Khalili
      Representative: Mr. Saleh Bin Nasser Al Riyami  

      Representative: Mr. Ali bin Hamoud Al Wardi  

                                                                                                           
	1
2

-
	1

-

-

	      Mr. Suleiman bin Saeed Al Kindy (Till Oct 2006
	2
	

	       Mr. Ranjit Singh
	2
	

	       Mr. Sultan bin Salim Al Habsi (From Oct 06)
	4
	-


The Board’s responsibilities are incompliance with all applicable laws of the Sultanate of Oman.

The Functions of the Board of Directors are as per Commercial Companies Law, Article 5 of CMA Code of Corporate Governance mandated by Circulars No. 11/2002 & 1/2003 and all other pertinent laws.

3.   Audit Committee

The Board of Directors has an Audit Committee comprising of the following members as at present date:

· Miss Reem bint Omar Zawawi, Chairperson

· Mr. Juma bin Abdullah Al Hinai, Deputy Chairperson

· Mr. Sultan bin Salim Al Habsi, Member

(Mr. Suleiman bin Saeed Al Kindy being representative of Oman International Bank SAOG was replaced by Mr. Sultan bin Salim Al Habsi in October 2006)

The Audit Committee met during 2006 on the following dates and attendance details are set out below:-

	                                                                                Audit Committee Meeting Dates



	Committee Members

	1st Mtg

20.02.06
	2nd Mtg

24.04.06
	3rd Mtg

19.07.06
	4th Mtg

19.10.06
	5th Mtg

28.10.06
	6th Mtg

07.12.06

	Miss Reem  bint Omar Zawawi
	Yes
	Yes
	Yes
	Yes
	Yes
	Yes

	Mr. Juma bin Abdullah Al Hinai
	Yes
	Yes
	Yes
	Yes
	Yes
	No

	Mr. Suleiman bin Saeed Al Kindy
	Yes
	No
	No
	-
	-
	-

	Mr. Sultan bin Salim Al Habsi
	
	
	
	
	
	Yes


to discharge the following functions:-

a) Considering the name of the auditor in the context of their independence (particularly with reference to any other non audit services), fee and terms of engagement and recommending its name to the board for putting before AGM for appointment.

b) Reviewing audit plan and results of the audit and as to whether auditors have full accesses to all relevant documents.

c) Checking financial fraud particularly fictitious and fraudulent portions of the financial statement. They should put in place an appropriate system to ensure adoption of appropriate accounting policies and principles leading to fairness in financial statements.

d) Oversight of the internal audit function in general and with particular reference to reviewing of scope of internal audit plan for the year, reviewing the reports of internal auditors pertaining to critical areas, reviewing the efficacy of the internal auditing and reviewing as to whether internal auditors have full access to all relevant documents.

e) Oversight of the adequacy of the internal control system through the regular reports of the internal and external auditors. They may appoint external consultants if the need arose.

f) Oversight of financial statements in general and with particular reference to review of annual and quarterly financial statements before issue, review of qualifications in the draft financial statements and discussion of accounting principles. In particular, change in accounting policies, principles and accounting estimates in comparison to previous year, any adoption of new


 accounting policy, any departure from International Accounting Standards (IAS) and non-compliance with disclosure requirements prescribed by CMA should be critically reviewed.


g) Serving as a channel of communication between external auditors and the board and also internal auditors and the board.

h) Reviewing risk management policies and looking into the reasons of defaults in payment obligations of the company, if any.

i) Reviewing proposed specified transactions with related parties for making suitable recommendations to the board.

4.     Process of Nomination of Directors

The Company’s Board of Directors comes up for election once in three years. Accordingly, the present Board will come up for election this year - 2007. In case of the vacancy arising due to resignation of one of its members, the same shall be filled up temporarily by the Board, subject to re-election at the Annual General Meeting.

Shareholders wishing to get nominated for the position of Director must hold minimum qualifying shares, currently the minimum number of shares for qualification is 10,000, as stipulated under Article 26 of the Company’s Articles and Memorandum of Association, in addition to meeting other requirements as stipulated under the Commercial Companies Law. 

The Persons who wish to be nominated, shall collect the nomination forms either from the Company’s office or the Capital Market Authority and complete the same and deposit it with the Company at least ten (10) days before the date of the Annual General Meeting. The candidate shall ensure that all information required in the form are provided in an accurate and clear manner.

The Company shall scrutinize the forms and after approval by the Company’s Legal Advisor shall forward the forms to CMA at least four (4) days before the date of the Annual General Meeting.

At the Annual General Meeting, all nominations that have been accepted by CMA shall qualify for the election to the Board, as per procedures laid down under the law.                                         

5    Remuneration Matters

a. The Board of Directors have received no remuneration.

The top five employees of Muscat National Holding Company received a total of RO 162,897/- of these costs RO 133,379/- fully recovered from the subsidiary company. 

The above includes salary, benefits, perquisites, bonuses, gratuity, etc.

b. There are no contractual incentives payable to the above based on performance criteria.

c. Service contracts are valid for two years, with a notice period of 3 months or 3 months salary in lieu of notice in case of senior management staff.

d. There are no severance fees included in the employment contracts.

6.   Details of Non-Compliance by the Company
       There are no instances of non-compliance by the Company on matters related to Capital Markets, 

       regulated by MSM, CMA or any statutory authority during the last three years.

7. Means of Communication with the Shareholders

a) Quarterly results are published in two Arabic Newspapers and the Shareholders are notified that the detailed accounts will be sent to any Shareholder who requests the same. Also the full set of financial statements and the report of the Chairperson is filed with the Capital Markets Authority and Muscat Securities Market.

b) Annual Reports containing the audited financial statements together with the Chairperson’s Report, Related Party Transactions and invitation to attend the AGM are sent by post to all shareholders. 

The Financial Reports and its attachments as listed in a & b above are uploaded and available at the MSM website on the internet.

c) Management Discussion and Analysis Report is a part of this Annual report.

8. Market Data

a.  Company Share Price Movement:

	MONTH
	HIGH
	LOW
	AVG. INDEX

MSM (BANK & INV)

	January ‘06
	3.310
	2.800
	7,471

	February ‘06
	3.300
	3.000
	7,715

	March’06
	2.860
	2.500
	7,548

	April’06
	3.000
	2.550
	7,356

	May’06
	2.950
	2.850
	6,885

	June’06
	2.650
	2.610
	6,700

	July’06
	2.650
	2.650
	6,472

	August’06
	2.650
	2.650
	6,372

	September’06
	2.650
	2.650
	7,036

	October’06
	2.650
	2.650
	7,327

	November’06
	2.471
	2.225
	7,171

	December’06
	2.225
	2.225
	7,091



b.  Distribution of Shareholding as of December 31,2006
	% Shareholding
	No. of Shareholders

	< 5%
	596

	6 – 10%
	3

	11 – 15%
	Nil

	16 – 25%
	1

	Total
	600


c. Outstanding GDRs /ADRs /Warrants / Convertible instrument: not applicable.
9. Specific areas of Non-Compliance with the provisions of Corporate Governance and reasons

The company has complied with the regulations of the CMA/MSM and there are no penalties or strictures imposed on the company on any matter related to capital markets during the last three years.

10. Professional profile of the statutory auditor 

      The shareholders of the company have appointed PricewaterhouseCoopers LLP as the auditors for the 

      year 2006. PricewaterhouseCoopers is one of the world’s  largest  professional  service  organizations,

      providing industry-focused assurance, tax and advisory services for  public and private clients. Within 

      the firm more than 142,000 people in 149 countries  connect  their  thinking, experience and  solutions 

      to build public trust and enhance value for clients and their stakeholders.

      PricewaterhouseCoopers LLP  is  one  of  the  leading  accredited accounting firms in Oman and has 3

      Partners and 75 employees. PricewaterhouseCoopers has many years of experience in the Middle east, 

      its network entities employ over 1,000 people in 13 countries in the region. 

11.  Internal Control Systems and their Adequacy
The Board of Directors has conducted a review of the effectiveness of the Companies systems of internal control during the year.

For and on behalf of the Board of Directors

 __________________

  Reem Omar Zawawi

  Chairperson
MANAGEMENT DISCUSSION AND ANALYSIS REPORT


1.  Discussion on Financial and Operational Performance

We are pleased to highlight the salient features of the performance of the Company for the current year. 

a) The consolidated premium written for the year of RO 9.1 Million represents company’s ability to withstand competition from 18 competitors

b) The gross operational results were impacted due to the motor losses.

c) Investment results were reduced in line with the performance of the stock market. 

d) The total assets have been steady at RO 22.2 Million. As a result Net Assets per share has increased to RO 2.023 as compared to OMR 1.948 last year.

e) The consolidated net worth is at RO 10.1 Million. 

2.   Internal Control Systems and their Adequacy
The company has good internal control systems and a detailed analysis undertaken by the in-house auditor in 2006 has strengthened and proven the adequacy of these controls. There is detailed Manual of Authority vesting the authority in different levels of management for all day-to-day operations with adequate checks and balances.

The Company has appointed an internal Legal Advisor.
3.    Outlook
The local insurance industry is a mature, developed and highly competitive industry, where price undercutting is the norm.

Our philosophy of selective underwriting, seeking out profitability rather than premium growth remains the corner stone of our business strategy. This strategy safeguards the interest of the shareholders from major catastrophe. The fundamental restructuring of the companies reinsurance arrangements would allow us to maintain an acceptable return for the next year. Diversification of investment portfolio has been done to seed the future profitability of the group.

Our focus is to turnout a performance upon which the shareholders can rely.
MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES

CONSOLIDATED AND PARENT COMPANY
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Independent auditor’s report to the shareholders of 

Muscat National Holding Company SAOG 

We have audited the accompanying financial statements of Muscat National Holding Company SAOG (Parent company) and of the Parent company and its subsidiaries (together, the Group), which comprise the Parent company and the consolidated balance sheet as at 31 December 2006 and the Parent company and consolidated income statements, statements of changes in equity and cash flow statements for the year then ended and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with International Financial Reporting Standards and in compliance with the disclosure requirements set out in the Rules for Disclosure and Proformas issued by the Capital Market Authority.  This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances. 

Auditor’s responsibility

Our responsibility is to express an opinion on the Parent company and consolidated financial statements based on our audit. We conducted our audit in accordance with International Standards on Auditing. Those Standards require that we comply with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Basis for qualified opinion – Consolidated financial statements
As discussed in note 26 the Group has recognised provisions for contingencies in the insurance liabilities through charges to the income statements in accordance with Articles 20 (2) (c) and 20 (3) (b) of the Insurance Companies Law of Oman.  Such recognition of the provision for contingencies within insurance liabilities through income statement charges is not in accordance with International Financial Reporting Standard 4 - Insurance Contracts. Accordingly, at 31 December 2006, insurance liabilities are overstated and equity understated by RO 491,468 (31 December 2005 - RO 420,297) and the results for the year then ended are understated by RO 71,171 (31 December 2005 - RO 61,378).
2

Independent auditor’s report to the shareholders of 

Muscat National Holding Company SAOG (Continued)

Qualified opinion – Consolidated financial statements

In our opinion, except for the effects of the matters described in the Basis for Qualified Opinion paragraph, the accompanying consolidated financial statements present fairly, in all material respects, the financial position of the Group as at 31 December 2006, and its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards and with the Rules for Disclosure and Proformas issued by the Capital Market Authority of the Sultanate of Oman.

Opinion – Parent company

In our opinion, the accompanying Parent company financial statements present fairly, in all material respects, the financial position of the Parent company as at 31 December 2006, and its financial performance and its cash flows for the year then ended in accordance with International Financial Reporting Standards and with the Rules for Disclosure and Proformas issued by the Capital Market Authority of the Sultanate of Oman.

PricewaterhouseCoopers LLP

26 February 2007

Muscat, Sultanate of Oman

MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES

INCOME STATEMENT 

FOR THE YEAR ENDED 31 DECEMBER 2006 

	
	
	
	Parent
	
	Parent

	
	Notes
	Group
	company
	Group
	company

	
	
	2006
	2006
	2005
	2005

	
	
	RO
	RO
	RO
	RO

	Income
	
	
	
	
	

	Gross premiums written
	5
	9,104,391
	           -
	8,375,172
	              -

	
	
	
	
	
	

	Underwriting result
	
	1,289,969
	-
	1,414,226
	-

	Investment income - net
	7
	   278,927
	75,003
	1,994,881
	1,073,999

	
	
	1,568,896
	75,003
	3,409,107
	1,073,999

	
	
	
	
	
	

	Expenses
	
	
	
	
	

	General and administration expenses
	8
	(919,054)
	(65,280)
	(841,726)
	(80,211)

	Finance costs
	8
	(51,885)
	(46,979)
	(33,162)
	(30,177)

	Other operating expenses
	8
	(93,310)
	(26,486)
	(138,495)
	(31,086)

	Transfer to contingency provision
	26
	    (71,171)
	            -
	   (61,378)
	            -

	
	
	(1,135,420)
	(138,745)
	(1,074,761)
	(141,474)

	
	
	
	
	
	

	Profit/(loss) before taxation
	
	433,476
	(63,742)
	2,334,346
	932,525

	
	
	
	
	
	

	Taxation
	9
	 (57,490)
	          -
	     (63,601)
	            -

	Profit/(loss) for the year
	8
	375,986
	(63,742)
	2,270,745
	932,525

	Basic earnings/(loss) per share
	10
	          0.075
	           (0.013)
	            0.454
	             0.187


The notes on pages 7 to 33 form an integral part of these financial statements.

Report of the Auditors – page 1

MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES


BALANCE SHEET AT 31 DECEMBER 2006

	
	
	
	Parent
	
	Parent

	
	Notes
	Group
	company
	Group
	company

	
	
	2006
	2006
	2005
	2005

	
	
	RO
	RO
	RO
	RO

	ASSETS
	
	
	
	
	

	Bank balances and cash
	11
	457,177
	16,398
	533,065
	9,148

	Bank deposits
	12
	4,357,592
	-
	4,332,352
	-

	Held for trading investments
	13
	906,594
	486,971
	711,999
	359,475

	Insurance receivables
	14
	809,373
	-
	720,755
	-

	Reinsurance contracts
	25
	7,088,959
	-
	 7,243,290
	-

	Investments carried at fair value through income
	15
	6,364,970
	3,703,102
	6,842,264
	3,937,604

	Investments held to maturity 
	17
	502,180
	-      
	504,360
	-

	Investment in subsidiary companies
	18
	-      
	4,000,000
	-
	4,000,000

	Other receivables and prepayments
	19
	79,007
	350      
	64,929
	-

	Fixed assets
	20
	1,511,490
	2,802
	60,174
	2,282

	Investment property
	21
	125,951
	-
	-
	-

	Deferred tax asset
	9
	        6,934
	              -
	        7,389
	             -

	Total assets
	
	22,210,227
	8,209,623
	21,020,577
	8,308,509

	
	
	
	
	
	

	
	
	
	
	
	

	EQUITY
	
	
	
	
	

	Capital and reserves
	
	
	
	
	

	Share capital
	22
	5,000,000
	5,000,000
	5,000,000
	5,000,000

	Legal reserve
	23
	1,521,917
	859,213
	1,477,944
	859,213

	Capital reserve
	24
	25,207
	25,207
	     25,207
	  25,207

	Undistributable reserve
	
	2,801,732
	-
	2,325,016
	-

	Proposed cash dividend
	22
	300,000
	300,000
	-
	-

	Retained earnings
	
	    466,352
	    63,564
	  911,055
	  427,306

	Total equity
	
	10,115,208
	6,247,984
	9,739,222
	6,311,726

	
	
	
	
	
	

	LIABILITIES
	
	
	
	
	

	Insurance contracts
	25
	8,834,792
	-
	 8,693,861
	-

	Contingency provision
	26
	491,468
	-
	    420,297
	           -

	Due to reinsurers
	
	729,974
	-
	569,872
	-

	Other liabilities and accruals
	27
	857,812
	863,194
	743,926
	1,227,793

	Bank overdrafts
	28
	1,098,445
	1,098,445
	768,990
	768,990

	Taxation
	9
	82,058
	-
	83,956
	-

	Deferred tax liability
	9
	            470
	               -
	           453
	             -

	Total liabilities
	
	12,095,019
	1,961,639
	11,281,355
	1,996,783

	
	
	
	
	
	

	Total liabilities and equity
	
	22,210,227
	8,209,623
	21,020,577
	8,308,509

	
	
	
	
	
	

	Net assets per share
	
	         2.023
	         1.250
	             1.948
	             1.262


The financial statements set out on pages 2 to 33 were authorised for issue in accordance with a resolution of the directors on 25 February 2007.

	REEM BINT OMAR ZAWAWI
	
	JUMA BIN ABDULLAH AL HINAI 

	CHAIRPERSON
	
	DEPUTY CHAIRPERSON


The attached notes 7 to 33 form part of these financial statements.

Report of the Auditors – page 1
MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES


STATEMENT OF CHANGES IN EQUITY 

FOR THE YEAR ENDED 31 DECEMBER 2006





Group
	
	Share

capital
	Legal

reserve
	Capital

reserve
	 Undistributable

reserve
	Proposed cash 

dividend
	(Accumulated losses)/ retained earnings
	Total

	
	RO
	RO
	RO
	RO
	RO
	RO
	RO

	
	
	
	
	
	
	
	

	At 1 January2005
	5,000,000
	1,250,869
	25,207
	1,500,007
	-
	(307,606)
	7,468,477

	Profit for the year
	-
	-
	-
	-
	-
	2,270,745
	2,270,745

	Transfer to legal reserve (note 23)
	              -
	  227,075
	          -
	-
	-
	 (227,075)
	               -

	Transfer to undistributable reserve
	               -
	              -
	          -
	   825,009
	           -
	(825,009)
	               -

	At 31 December 2005
	5,000,000
	1,477,944
	25,207
	2,325,016
	           -
	 911,055
	9,739,222

	
	
	
	
	
	
	
	

	At 1 January 2006
	5,000,000
	1,477,944
	25,207
	2,325,016
	-
	  911,055
	9,739,222

	Profit for the year
	-
	-
	-
	-
	-
	375,986
	375,986

	Transfer to legal reserve (note 23)
	              -
	     43,973
	          -
	                -
	-
	     (43,973)
	                 -

	Transfer to undistributable reserve 
	               -
	                -
	          -
	    476,716
	-
	(476,716)
	                 -

	Proposed cash dividend (note 22)
	               -
	                -
	          -
	              -
	300,000
	(300,000)
	                 -

	At 31 December 2006
	5,000,000
	1,521,917
	25,207
	2,801,732
	300,000
	466,352
	10,115,208

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	


Note: The undistributable reserve relates to bonus shares issued by the group’s subsidiaries, Muscat Insurance Company SAOC and Muscat Life Assurance Company SAOC, and is not available for distribution as at 31 December 2006. For the year ended 31 December 2006 an amount of RO 476,716 (2005 -  RO 825,009) is proposed as bonus shares by the group’s subsidiaries.
	Parent company
	
	
	
	
	
	

	
	Share

capital
	Legal

reserve
	Capital

Reserve
	Proposed cash 

dividend
	(Accumulated losses)/retained

earnings
	Total

	
	RO
	RO
	RO
	RO
	RO
	RO

	
	
	
	
	
	
	

	At 1 January 2005
	5,000,000
	765,960
	25,207
	-
	(411,966)
	5,379,201

	Profit for the year
	-
	-      
	-
	-
	932,525
	932,525

	Transfer to legal reserve

 (note 23)
	               -
	  93,253
	          -
	           -
	 (93,253)
	               -

	At 31 December 2005
	5,000,000
	859,213
	25,207
	           -
	427,306
	6,311,726

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	At 1 January 2006
	5,000,000
	859,213
	25,207
	-
	427,306
	6,311,726

	Loss for the year
	-
	-
	-
	-
	(63,742)
	(63,742)

	Proposed cash dividend (note 22)
	               -
	            -
	          -
	300,000
	(300,000)
	               -

	At 31 December 2006
	5,000,000
	859,213
	25,207
	300,000
	  63,564
	6,247,984


The notes on pages 7 to 33 form an integral part of these financial statements.

Report of the Auditors – page 1
MUSCAT NATIONAL HOLDING COMPANY SAOG AND ITS SUBSIDIARIES


STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 31 DECEMBER 2006


	
	     Group
	Parent company
	Group
	Parent company

	
	     2006
	2006
	2005
	2005

	
	        RO
	RO
	RO
	RO

	Operating activities 
	
	
	
	

	Cash from/(used in) operations  (note 29)
	781,376
	(275,790)
	513,998
	496,003

	Income tax paid
	(58,916)
	-
	(137,943)
	-

	Interest paid
	(51,885)
	(46,979)
	(33,162)
	(30,177)

	Net cash from/(used in) operating activities
	670,575
	(322,769)
	342,893
	465,826

	
	
	
	
	

	Investing activities
	
	
	
	

	Purchase of fixed assets and investment property
	(1,614,808)
	(1,457)
	(17,683)
	(1,952)

	Bank deposits matured
	(25,240)
	-
	(304,181)
	-

	Proceeds from sale of investments
	4,654
	1,717
	16,754
	13,309

	Proceeds from disposal of fixed assets
	325
	-
	3,083
	2,200

	Interest income
	204,925
	304
	121,046
	298

	Dividends received
	333,319
	-
	301,016
	         -

	Rental income
	       20,907
	              -
	             -
	         -

	Net cash (used in)/from investing activities
	(1,075,918)
	         564
	120,035
	13,855

	
	
	
	
	

	Financing activity
	
	
	
	

	Bank borrowings
	329,455
	329,455
	(478,392)
	(478,392)

	
	
	
	
	

	Net change in cash and cash equivalents
	(75,888)
	7,250
	(15,464)
	1,289

	Cash and cash equivalents at the beginning of the year
	533,065
	  9,148
	548,529
	7,859

	Cash and cash equivalents at the end of the year
	457,177
	16,398
	533,065
	9,148


The notes on pages 7 to 33 form an integral part of these financial statements.

Report of the Auditors – page 1

1
Legal status and principal activities

Muscat National Holding Company SAOG (the Parent company) is registered as a public joint stock company in the Sultanate of Oman. The conversion of the Muscat Insurance Company SAOG (established on 16 January 1995) to Muscat National Holding Company SAOG was confirmed by the Administrative Order No. 1/99, dated 10 January 1999, of the Ministry of Commerce & Industry, Sultanate of Oman. The principal activity of the Parent company is dealing in investments. The principal activities of the subsidiaries are described in note 18. The registered address of the Parent company is PO Box 72, Postal Code 112, Sultanate of Oman. The principal office of the Parent company is located at Plot No. 848, Block 17/2, at Al Khuwair.

Muscat National Holding Company SAOG and its subsidiaries (the group) operate in the Sultanate of Oman.

2
Summary of significant accounting policies

The principal accounting policies are summarised below. These policies have been consistently applied to each of the years presented, unless otherwise stated.

2.1
Basis of preparation

(a)
The financial statements are prepared on the historical cost basis, as modified by the revaluation of investments, and in accordance with  International Financial Reporting Standards (IFRS). They also comply with the disclosure requirements set out in the Rules for Disclosure and Proformas issued by the Capital Market Authority of the Sultanate of Oman.  

(b)
The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates.  It also requires management to exercise its judgement in the process of applying the group’s accounting policies.  The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are significant to the financial statements are disclosed in Note 3.

(c)
The Parent company and the group will adopt IFRS 7, Financial Instruments: Disclosures, and a complementary amendment to IAS 1, Presentation of Financial Statements - Capital Disclosures from its effective date of 1 January 2007.  IFRS 7 introduces new disclosures to improve the information about financial instruments and will require the group to disclose additional qualitative and quantitative information about exposure to risks arising from financial instruments, including risk management policies and sensitivity analysis to market risk.  

2.2
Basis of consolidation

The consolidated financial statements comprise those of Muscat National Holding Company SAOG and its subsidiaries. 

Subsidiaries are companies in which the Parent company owns, directly or indirectly more than one half of the voting power.

Subsidiaries are consolidated from the date on which control is transferred to the group and cease to be consolidated from the date on which control is transferred out of the group.

All inter company balances and transactions and unrealised profits arising from intra-group transactions are eliminated.  

2.3
Segmental information

A business segment is a group of assets and operations engaged in providing products or services that are subject to risks and returns that are different from those of other business segments.  A geographical  segment  is engaged in providing  products or services within a particular economic environment that are subject to risks and rewards that are different from those of other segments operating in other economic environments. 

2.3
Segmental information (continued)


Parent company

The Parent company operates in one business segment of investments. Relevant information relating to the primary segment is disclosed in the balance sheet, income statement and notes to the financial statements.

Geographical segment
The group’s and the Parent company’s investments carried at fair value through profit and loss and held for trading investments consist of local and international equity investments (notes 13 and 15). The subsidiary companies’ insurance operations are geographically limited to the Sultanate of Oman.

The Parent company operates in one business segment of investments. Relevant information relating to the primary segment is disclosed in the balance sheet, income statement and notes to the financial statements.

2.4
Foreign currency transactions

Items included in the financial statements of the group are measured and presented in Rials Omani being the currency of the primary economic environment in which the group operates.    

Foreign currency transactions are translated into Rials Omani at the exchange rate prevailing on the transaction date.  Foreign currency assets and liabilities are translated into Rials Omani at the exchange rate prevailing at the balance sheet date.  Differences on exchange are dealt with in the income statement as they arise.
2.5    Insurance contracts - classification

The group’s subsidiaries issue contracts that transfer insurance risk.  Life insurance contracts issued by the subsidiary do not contain any discretionary participation features which will entitle the contract holder to receive additional benefits or bonuses.  

Insurance contracts 

(a)  General insurance

The general insurance contracts insure events listed below:

(i) Motor

Motor insurance in the Sultanate is governed by law and it is compulsory for all vehicles to have a minimum third party cover.  The subsidiary also issues comprehensive motor policies. Such motor policies issued by the subsidiary cover damages to vehicles due to storm, tempest, flood, fire, theft and personal accident. Specific motor policies are also issued to include coverage outside the Sultanate.

(ii) Fire and Accident and Property

For these contracts the main risks are fire and business interruption.

(iii) Marine

For marine insurance the main risks are loss or damage to marine craft and accidents resulting in the total or partial loss of cargoes.

(b)   Recognition and measurement – General insurance

Premiums are recognized as revenue (earned premiums) proportionally over the period of coverage.  A proportion of the net earned premiums (unearned premiums) is provided to cover portions of risks which have not expired at the balance sheet date. The provision is calculated on the 1/24th basis. In addition provision is made where necessary for any further loss expected to arise on unexpired risks after taking into account future investment income on related insurance funds, to cover anticipated liabilities arising from existing contracts. 

2.5    Insurance contracts (continued)

An additional provision is created to cover any shortfall for each class of business between the total amount in the unearned premium provision and the amount required by the Insurance Companies Law of Oman calculated at 45% of the net retained premiums for the year for all classes of business.

Claims consist of amounts payable to contract holders and third parties and related loss adjustment expenses, net of salvage and other recoveries and are charged to income as incurred.

Gross outstanding claims comprise the gross estimated cost of claims incurred but not settled at the balance sheet date, whether reported or not.  Provisions for reported claims not paid as at the balance sheet date are made on the basis of individual case estimates.  In addition, a provision based on the company’s prior experience is maintained for the cost of settling claims incurred but not reported at the balance sheet date. Any difference between the provisions at the balance sheet date and settlements and provisions in the following year is included in the underwriting account for that year.

(c)     Recognition and measurement  - Life insurance contracts with fixed and guaranteed terms

These contracts insure events associated with human life (for example death, or disability). 

Premiums are recognized as revenue (earned premiums) proportionally over the period of coverage.  Unearned premiums represent the proportion of premiums written relating to periods of insurance subsequent to the balance sheet date. The portion of premium received on in-force contracts that relates to unexpired risks at the balance sheet date is reported as the unearned premium liability.  Premiums are shown before deduction of commissions paid or payable. 

Claims and loss adjustment expenses are charged to income as incurred based on the estimated liability for compensation owed to contract holders.  They include direct and indirect claims settlement costs and arise from events that have occurred up to the balance sheet date even if they have not yet been reported to the subsidiaries.  The subsidiary does not discount its liabilities for unpaid claims.  Liabilities for unpaid claims are estimated using the input of assessments for individual cases reported to the subsidiary and statistical analyses for the claims incurred but not reported and to estimate the expected ultimate cost of more complex claims that may be affected by external factors such as court decisions.

Benefits payable to contract holders are recorded as an expense when they are incurred.  

(d)    Policy acquisition costs

All commissions and other acquisition costs related to securing new contracts and renewing existing contracts are recognized as expenses when incurred.  


(e)    Liability adequacy test

All outstanding claims including claims incurred but not reported (IBNR) are expected to be settled within twelve months from the balance sheet date.  The amount outstanding for each claim is reviewed on a regular basis and at least quarterly and the amount adjusted in the income statement whenever considered necessary.

Liabilities for contractual benefits that are expected to be incurred in the future are recorded when the premiums are recognized based on actuarial valuation. The liabilities are recalculated at each balance sheet date using the assumptions established at inception based on the actuarial valuation. 

At each balance sheet date, a liability adequacy test is performed, to ensure the adequacy of unearned premiums.  Any inadequacy would be immediately charged to the income statement by establishing a premium deficiency provision.

An amount (mathematical reserve) is determined by an independent actuary on an annual basis reflecting the unexpired risk for life business underwritten in case of the life subsidiary. A contingency reserve is also established in accordance with the Insurance Companies Law of Oman by both the insurance subsidiaries.

2.5    Insurance contracts (continued)

(f)    Reinsurance contracts held

Contracts entered into by the subsidiaries with reinsurers under which the subsidiaries are compensated for losses on one or more contracts issued by the subsidiaries and that meet the classification requirements for insurance contracts are classified as reinsurance contracts held. Insurance contracts entered into by the subsidiaries under which the contract holder is another insurer (inwards reinsurance) are included within insurance contracts.

The benefits to which the subsidiaries are entitled under its reinsurance contracts held are recognized as reinsurance assets.  These assets consist of balances due from reinsurers (classified within Insurance receivables), as well as the reinsurance portion of gross claims outstanding including IBNR and unexpired risk reserve that are dependent on the expected claims and benefits arising under the related reinsured insurance contracts.  Claims receivable from reinsurers are estimated in a manner consistent with the claim liability and in accordance with the reinsurance contract. These are shown as assets in the balance sheet until the claim is paid by the subsidiaries.  Once the claim is paid the amount due from the reinsurer in connection with the paid claim is transferred to Insurance receivable.

Amounts recoverable from or due to reinsurers are measured consistently with the amounts associated with the reinsured insurance contracts and in accordance with the terms of each reinsurance contract.  Reinsurance liabilities are primarily premiums payable for reinsurance contracts and are recognized as an expense when due, net of commission income which represents income earned from reinsurance companies.

The subsidiaries assess their reinsurance assets for impairment on a periodic basis. If there is objective evidence that the reinsurance asset is impaired, the subsidiaries reduce the carrying amount of the reinsurance asset to its recoverable amount and recognize that impairment loss in the income statement.  The subsidiaries gather the objective evidence that a reinsurance asset is impaired using the same process adopted for insurance and other receivables.  The impairment loss is also calculated following the same method used for these financial assets.  These processes are described in Note 2.11.

2.6
Dividend income

Dividend income from investments is recognised when the right to receive payment is established.

2.7
Interest income

Interest income is recognised on the accrual basis.

2.8  Dividend distribution

Dividend distribution by the Parent company is recognized as a liability in the Parent company’s financial statements only in the period in which the dividends are approved by the company’s shareholders. 

2.9  
Income tax

Income tax on the profit or loss for the year comprises current and deferred tax.  

Current tax is recognised in the income statement and is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially enacted at the balance sheet date, and any adjustments to tax payable in respect of previous years.

Deferred tax is calculated using the balance sheet liability method, providing for temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.  Temporary differences relating to the initial recognition of assets or liabilities that affect neither accounting nor taxable profit are not provided for.  The amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying amount of assets and liabilities, using tax rates enacted or substantially enacted at the balance sheet date.

2.9  
Income tax (continued)

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the asset can be utilised  and is subsequently reduced to the extent that it is no longer probable that the related tax benefit will be realised. 

2.10
Cash and cash equivalents

For the purpose of the cash flow statement, deposits with a maturity of less than three months from the date of placement and all cash and bank balances are considered to be cash equivalents. 

2.11   Insurance and other receivables

Insurance and other receivables are stated at their cost less impairment losses.  A provision for impairment of receivables is established when there is objective evidence that the group will not be able to collect all amounts due according to the original terms of receivables.  Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and default or delinquency in payments are considered indicators that the receivable is impaired. The amount of the provision is recognised in the income statement within General and administration expenses.

2.12  Investments

The Parent and group classified their investments as financial assets at fair value through income and held to maturity.  All purchases and sales of investments are recognised or derecognised on the trade date, which is the date that the group commits to purchase or sell the asset.  Cost of purchase includes transaction costs. 


 Financial assets at fair value through income

This category has two sub-categories: financial assets held for trading, and those designated at fair value through income at inception. 

A financial asset is classified as held for trading if it is acquired or incurred principally for the purpose of selling or repurchasing in the near term or if it is part of a portfolio of identified financial instruments that are managed together and for which there is evidence of a recent actual pattern of short-term profit-taking. 

Financial assets and financial liabilities are designated at fair value through income when:

· certain investments, that are managed and evaluated on a fair value basis in accordance with a documented risk management or investment strategy and reported to key management personnel on that basis are designated at fair value through income; and 

Unrealised gains or losses arising from changes in fair value are included in the statement of income in the period in which they arise. 


Held-to-maturity

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed maturities that the group’s management has the positive intent and ability to hold to maturity. 

Held-to-maturity investments are initially recognized at cost and subsequently re-measured at amortized cost using the effective yield method less any provision for impairment. 
Interest receivable from held-to-maturity investments is accounted for on the accruals basis.  

2.13 Investments in subsidiaries


Investments in subsidiaries in the Parent company’s financial statements are stated at cost.  

2.14
Fixed assets

Fixed assets are stated at cost less accumulated depreciation and impairment losses. Expenditure incurred to replace a component of an item of fixed asset that is accounted for separately, including major inspection and overhaul expenditure, is capitalised. Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the item of property, plant and equipment and can be measured reliably.  All other expenditure is recognised in the income statement as an expense as incurred.

The cost of the fixed assets is written down to residual value in equal instalments over the estimated useful lives of the assets. The estimated useful lives are:

	Building (including investment property)
	6.66 years

	Furniture and equipment
	6 years

	Motor vehicles
	5 years

	Computer hardware and software
	5 years


The assets’ residual values and useful lives are reviewed and adjusted, if appropriate, at each balance sheet date. 

Where the carrying amount of an asset is greater than its estimated recoverable amount it is written down immediately to its recoverable amount.   

Gains and losses on disposals of fixed assets are determined by reference to their carrying amounts and are taken into account in determining results from operations.
2.15
Investment property

Investment properties are initially recognized and subsequently measured at cost, including transaction costs. The carrying amount includes the cost of replacing part of an existing investment property at the time that cost is incurred if the recognition criteria are met; and excludes the costs of day-to-day servicing of an investment property. The fair value, which reflects market conditions at the balance sheet date, is disclosed in the notes to the financial statements.

Investment properties are derecognised when either they have been disposed of or when the investment property is permanently withdrawn from use and no future economic benefit is expected from its disposal. Transfers are made to investment property when, and only when, there is a change in use, evidenced by ending of owner-occupation, commencement of an operating lease to another party or ending of construction or development. Transfers are made from investment property when, and only when, there is a change in use, evidenced by commencement of   owner-occupation or commencement of development with a view to sale.
2.16
Contingency provision
In accordance with Article 20 (2) (c) and Article 20 (3) (b) amended by Royal Decree No. 35/95 of the Insurance Companies Law of Oman, 10% of the net outstanding claims at the balance sheet date in case of general insurance business and 1% of the life assurance premiums in case of life insurance business for the year are transferred to a contingency provision.  The subsidiaries may discontinue such annual transfers when the provision equals the respective company’s paid up capital.

2.17
 Other liabilities and accruals

Liabilities are recognised for amounts to be paid for goods and services received, whether or not billed to the group. 

2.18
End of service benefits 


End of service benefits are accrued in accordance with the terms of employment of the group’s employees at the balance sheet date, having regard to the requirements of the Oman Labour Law 2003 as amended. Employee entitlements to annual leave are recognised when they accrue to employees and an accrual is made for the estimated liability for annual leave as a result of services up to the balance sheet date.

Contributions to a defined contribution retirement plan for Omani employees in accordance with the Omani Social Insurance Scheme, are recognised as an expense in the income statement as incurred.

2.19 Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. 
3       Critical accounting estimates, and judgments in applying accounting policies

The Parent and group make estimates and assumptions concerning the future. The resulting accounting estimates will, by definition, seldom equal the related actual results.  Estimates are continually evaluated and are based on historical experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances. The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed in the following paragraphs. 

The liability arising from claims made under insurance contracts

The purpose of insurance contracts entered into by the subsidiaries is to pay claims arising out of fortuitous events i.e. events that are unexpected such as illness or death. The general insurance subsidiary has a concentration in Motor policies issued and claims under such policies may include amounts for third party bodily injury. The group believes that the liability arising out of such third party bodily injury claims as handed down by the various courts in Oman, does not reflect a consistent approach in legal verdicts. Nevertheless, even though these awards are relatively small, the subsidiary monitors the development of such compensation claims carefully year on year and makes adequate provision for these insurance liabilities. This has resulted in the income statement being stable.  The life subsidiary has a concentration in policies under the  Group Credit Life scheme issued.  Estimates are made as to the expected number of deaths for each of the years in which the subsidiary is exposed to risk.  The subsidiary’s actuary bases these estimates on standard industry and national mortality tables that reflect recent historical mortality experience, adjusted where appropriate to reflect the subsidiary’s own experience.  The estimated number of deaths determines the value of the benefit payments.  The main source of uncertainty is that epidemics such as AIDS, SARS and wide-ranging lifestyle changes such as eating, smoking and exercise habits, could result in future mortality being significantly worse than in the past for the age groups in which the subsidiary has significant exposure to mortality risk.  However continuing improvements in medical care and social conditions could result in improvements in longevity in excess of those allowed for in the estimates used to determine the liability for contracts where the subsidiary is exposed to longevity risk.  This has resulted in the income statement being stable.

Estimates have to be made both for the expected ultimate cost of claims reported at the balance sheet date and for the expected ultimate cost of claims incurred but not yet reported (IBNR) at the balance sheet date. The primary technique adopted by management in estimating the cost of notified and IBNR claims, is that of using past claim settlement trends to predict future claims settlement trends. At each reporting date, prior year claims estimates are reassessed for adequacy.  Adequacy of outstanding claims liability is also independently reviewed by an Actuary  in case of the life subsidiary and any shortfall identified is recorded in the underwriting account.

4   Insurance and financial risk management 

4.1 Insurance risk

The risk under any insurance contract is the possibility that the insured event occurs and the uncertainty of the amount of the resulting claim.  By the nature of an insurance contract, this risk is random and therefore unpredictable.  For a portfolio of insurance contracts where the theory of probability is applied to pricing and provisioning, the principal risk that the group faces under its insurance contracts is that the actual claims and benefit payments may exceed the carrying amount of the insurance liabilities.  This could occur because the frequency or severity of claims and benefits are greater than estimated. Insurance events are random and the actual number and amount of claims and benefits will vary from year to year from the estimate established using statistical techniques.  
The group’s objectives in managing risks are: to take a conservative approach to underwriting, which means review of all aspects about a risk prior to acceptance; retaining experienced and knowledgeable underwriters; and having underwriting authorities in place which are checked by Internal Audits. The group ensures that risks are mitigated with first class reinsurance security, pre-underwriting surveys and claims history reviews. The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed in note 3. 

The group only accepts insurance risk within the Sultanate of Oman. The group’s net account in terms of aggregate risk retention is well protected with substantial event limits plus catastrophe excess of loss reinsurance per class of business written.

Frequency and amounts of claims

The frequency and amounts of claims can be affected by several factors.
General insurance

Motor

For motor contracts the main risks are claims for death and bodily injury and the replacement or repair of vehicles. Substantially all of the motor contracts relate to private individuals. The level of court awards for deaths and to injured parties and the replacement costs of motor vehicles are the key factors that influence the level of claims.

Fire and Accident and Property

The fire and accident and property insurance contracts are underwritten by reference to the replacement value of the properties and contents insured. The cost of rebuilding properties and obtaining replacement contents and the time taken to restart operations which leads to business interruptions are the main factors that influence the level of claims.

Marine

The underwriting strategy for the marine class of business is to ensure that policies are well diversified in terms of vessels and shipping routes covered.

Life insurance

The subsidiary underwrites mainly under the Group Credit Life, Group life and Group medical risks. Claims are normally advised and settled within one year of the insured event-taking place. This helps to mitigate insurance risk.

Group life and Group medical

These contracts are underwritten by reference to the sum assured of the individuals belonging to an affinity group insured.

4   
Insurance and financial risk management (continued)

4.2 Reinsurance risk

In common with other insurance companies, in order to minimise financial exposure arising from large claims, the group, in the normal course of business, enters into agreements with other parties for reinsurance purposes. Such reinsurance arrangement ‘provide’ for greater diversification of business, allow management to control exposure to potential losses arising from large risks, and provide additional capacity for growth. A significant portion of the reinsurance is effected under treaty, facultative and excess-of-loss reinsurance contracts.

To minimise its exposure to significant losses from reinsurer insolvencies, the group evaluates the financial condition of its reinsurers and monitors concentrations of credit risk .

Reinsurance ceded contracts do not relieve the group from its obligations to policyholders and as a result the group remains liable for the portion of outstanding claims reinsured to the extent that the reinsurer fails to meet the obligations under the reinsurance agreements.  The credit risk exposure in this connection is:

The five largest reinsurers’ account for 67% of the credit exposure at 31 December 2006 in case of the general insurance subsidiary (2005 - 66%).
The life insurance subsidiary is exposed to material concentration of reinsurance risk in respect of the Group Credit Life scheme.

4.3
Financial risk factors
The group’s activities expose it to a variety of financial risks: market risk (including currency and price risk), credit risk, liquidity risk and interest rate risk.  The group’s overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the financial performance of the group.  Risk management is carried out by the management under policies approved by the Board of Directors.

 (i)
Foreign currency risk

The Parent and the group are exposed to foreign exchange risk arising from foreign investments which are denominated in Pounds Sterling, US Dollars and Euros.  The group manages the risks through regular monitoring of the currency markets to determine appropriate action to minimise the foreign exchange risk exposure.

(ii)
Market risk 

Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market prices, whether these changes are caused by factors specific to the individual security, or its issuer, or factors affecting all securities in the market.

The group is exposed to market risk with respect to its investments.  The group limits market risk by regular monitoring of the market.  In addition the group monitors actively the key factors that effect stock market movements.

12.4% (2005 – 9.4%) of the group’s investments at the balance sheet date are outside the Sultanate of Oman.

(iii)   Interest rate risk

The group invests in securities and has deposits that are subject to interest rate risk.  Interest rate risk to the group is the risk of changes in market interest rates reducing the overall return on its interest bearing securities. The group manages interest rate risk by monitoring changes in interest rates.

4  
Insurance and financial risk management (continued)

(iv) Credit risk

Credit risk is the risk that one party to a financial instrument will fail to discharge an obligation and cause the group to incur a financial loss. Relevant financial instruments to the group include bank balances, bank deposits and receivables, excluding reinsurance contracts described above.  The group monitors receivables on a regular basis and ensures bank balances and deposits are placed with reputable financial institutions.

Premium and insurance balances receivable comprise a large number of customers mainly within Oman. One customer accounts for 37% of the group’s receivables as of 31 December 2006 (2005 – 12% which is collected within 3 months.)

(v)    Liquidity risk

Liquidity risk is the risk that an enterprise will encounter difficulty in raising funds to meet commitments associated with financial liabilities.  Liquidity requirements are monitored regularly and management ensures that sufficient funds are available to meet any commitments as they arise.

4.4
Fair value estimation
The fair values of held to maturity investments approximate to their carrying values.  The fair values of quoted investments are based on market bid prices at the balance sheet date. The fair value of unquoted equity investments is determined by reference to the market value of a similar investment or is based on the expected discounted cash flows. The face values less any estimated credit adjustments for financial assets and liabilities with a maturity of less than one year are assumed to approximate to their fair values.

5
Underwriting results

	
	2006
	2005

	
	RO
	RO

	Gross premiums written arising from insurance contracts issued
	9,104,391
	8,375,172

	Movement in unearned premiums
	  (500,674)
	   173,703

	Insurance premium revenue
	8,603,717
	8,548,875

	
	
	

	Premium revenue net of commission ceded to reinsurers on insurance contracts issued
	(5,807,378)
	(5,269,623)

	Movement in unearned premiums
	   309,749
	  (319,784)

	Insurance premium ceded to reinsurers
	(5,497,629)
	(5,589,407)

	
	
	

	Gross insurance claims and loss adjustment expenses (Note 6)
	(1,553,599)
	(1,775,876)

	Insurance claims and loss adjustment expenses recovered from reinsurers (Note 6)
	807,105
	1,292,383

	Net claims incurred
	(746,494)
	(483,493)

	
	
	

	Expenses for the acquisition of insurance contracts
	(1,069,625)
	(1,061,749)

	
	
	

	Underwriting result
	1,289,969
	1,414,226


Insurance contracts premium includes RO 54,667 (2005 - RO 51,405) of reinsurance premium accepted.

6
Insurance claims and loss adjustment expenses

	
	2006
	
	2005

	
	Gross
	Reinsurers’ share
	Net
	
	Gross
	Reinsurers’ share
	Net

	
	RO
	RO
	RO
	
	RO
	RO
	RO

	Outstanding at end of year
	 
	 
	 
	 
	 
	 
	 

	 Claims incurred
	2,635,657
	2,182,180
	453,477
	
	2,995,400
	2,646,260
	349,140

	 IBNR
	  198,000
	  140,825
	  57,175
	
	  198,000
	  140,825
	  57,175

	 
	2,833,657
	2,323,005
	510,652
	
	3,193,400
	2,787,085
	406,315

	Add:
	
	
	
	
	
	
	

	Insurance claims paid in the year
	1,913,342
	1,271,185
	642,157
	
	1,538,905
	1,089,066
	449,839

	Less:
	
	
	
	
	
	
	

	Outstanding at the beginning of the year
	
	
	
	
	
	
	

	Claims incurred
	2,995,400
	2,646,260
	349,140
	
	2,760,829
	2,442,943
	317,886

	IBNR
	  198,000
	   140,825
	  57,175
	
	   195,600
	   140,825
	  54,775

	
	3,193,400
	2,787,085
	406,315
	
	2,956,429
	2,583,768
	372,661

	Claims recorded in income statement
	1,553,599
	807,105
	746,494
	
	1,775,876
	1,292,383
	483,493
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Investment income - net

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Net unrealised (loss)/gains on investments carried at fair value through income 
	(472,830)
	(234,503)
	1,505,753
	864,457

	Unrealised gains on held for trading investments
	222,568
	128,817
	105,981
	46,000

	Interest income on Government Development Bonds, net of amortisation charge
	20,320
	-
	20,320
	-      

	Interest income on bank deposits
	182,425
	304
	98,546
	298

	Dividend income
	333,319
	179,988
	301,016
	159,952

	Realised (losses)/gains on disposal of investment securities
	(27,782)
	     397
	   (36,735)
	      3,292

	Rental income on investment property
	  20,907
	          -
	              -
	               -

	
	278,927
	75,003
	1,994,881
	1,073,999


8
Profit/(loss) for the year

The profit/(loss) for the year is stated after charging:
	
	2006
	2006
	2005
	2005

	
	Group
	Parent company
	Group
	Parent company

	
	RO
	RO
	RO
	RO

	General and administration expenses
	
	
	
	

	Staff salaries and expenses
	675,220
	43,683
	625,137
	69,304

	Office expenses
	127,156
	18,047
	125,901
	6,797

	Communication expenses
	71,831
	2,613
	68,241
	2,716

	Depreciation
	37,541
	937
	22,447
	1,394

	Building shifting/maintenance expenses 
	    7,306
	          -
	           -
	          -

	
	919,054
	65,280
	841,726
	80,211

	
	
	
	
	

	Finance costs
	
	
	
	

	Bank interest and charges - investment operations
	46,979
	46,979
	30,177
	30,177

	Interest on treaty reserves
	  4,906
	          -
	  2,985
	         - 

	
	51,885
	46,979
	33,162
	30,177

	
	
	
	
	

	Other operating expenses
	
	
	
	

	Professional fees
	48,914
	10,561
	47,457
	18,497

	Advertising and recruitment expenses
	21,298
	689
	74,735
	1,055

	MSM and annual general meeting expenses
	23,423
	15,236
	18,782
	13,734

	Profit on sale of fixed assets
	    (325)
	          -
	  (2,479)
	(2,200)

	
	93,310
	26,486
	138,495
	31,086


9
Taxation


(a)
The taxation charges/(credit) for the year comprise:

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Income statement
	
	
	
	

	      Current tax
	59,512
	-
	66,283
	-

	      Current tax - Prior years
	(2,494)      
	-
	(4,099)
	-

	      Deferred taxation
	     472
	          -
	  1,417
	          -

	
	57,490
	          -
	63,601
	          -

	
	
	
	
	


(b)
The Parent company and each of its subsidiaries are assessed separately for taxation. The group is not treated as a taxable entity. 

(i)
The Parent company

The tax rate applicable to the Parent company is 12% (2005 - 12%).  For the purpose of determining the taxable result for the year, the accounting profit has been adjusted for tax purposes. Adjustments for tax purposes include items relating to both income and expense. The adjustments are based on a current understanding of the existing tax laws, regulations and practices.

The adjustments to accounting profit for the year have resulted in a taxable loss. No deferred tax is recognised in respect of these losses as the Parent company does not have taxable income resulting in uncertainty in their utilisation.  Therefore, the applicable tax rate is nil (2005 - nil). The average effective tax rate cannot be determined in view of the taxable loss.

The losses available for offset against future taxable profits are as follows:
	
	2006
	2005

	
	RO
	RO

	Available upto 31 December 2006 (assessed)
	189,391
	382,880

	Available upto 31 December 2007 (declared)
	120,439
	189,391

	Available upto 31 December 2008 (declared)
	115,134
	120,439

	Available upto 31 December 2009 (declared)
	137,230
	115,134

	Available upto 31 December 2010 (estimated)
	 137,726
	 137,230

	
	699,920
	945,074


The Parent company’s tax assessments have been completed by the Omani tax authorities up to tax year 2001.

 (ii)
Subsidiaries

Muscat Life Assurance Company SAOC

The company is registered in Oman and the tax rate applicable is 12% (2005 - 12%).  The company’s tax assessments have been completed by the tax authorities up to the year 2002. However, the company has filed an objection against the assessments for the years 1999 to 2002 and decisions on the objections are still pending.  The tax demanded has been fully provided in prior year financial statements and has been paid to the tax department.
Muscat Insurance Company SAOC

The company is registered in Oman and the tax rate applicable is 12% (2005 - 12%).  The company’s tax assessments have been completed by the tax authorities up to the year 2002. However, the company has filed an objection against the assessments for the years 1999 to 2002 and decisions on the objections are still pending.  

9
Taxation (continued)

The tax demanded has been fully provided in prior year financial statements and has been paid to the tax department.
 (iii)    Deferred taxation asset/(liability)

Deferred income taxes are calculated on all temporary differences under the liability method using a principal tax rate of 12% (2005 - 12%). Net deferred tax assets/(liabilities) in the balance sheet and deferred tax (charge)/credit in the income statement are as follows:

Muscat Life Assurance Company SAOC

	2006
	31 December

2005

RO
	(Charged)/ credited to

income statement

RO
	31 December

2006

RO

	Deferred income tax liability
	
	
	

	Accelerated tax depreciation
	(453)
	(257)
	(710)

	Deferred income tax asset
	
	
	

	Provisions for doubtful debts
	     -
	240
	240

	Net deferred tax liability
	(453)
	 (17)
	(470)


	2005
	31 December

2004

RO
	(Charged)/ credited to

income statement

RO
	31 December

2005

RO

	Deferred income tax liability
	
	
	

	Accelerated tax depreciation
	      -
	(453)
	(453)

	
	
	
	


Muscat Insurance Company SAOC

	2006
	31 December

2005

RO
	Charged to

income statement

RO
	31 December

2006

RO

	Deferred income tax liability
	
	
	

	Accelerated tax depreciation
	               (1,863)
	(215)
	(2,078)

	Deferred income tax asset
	
	
	

	Provisions for doubtful debts
	9,252
	(240)
	9,012

	Net deferred tax asset
	7,389
	 (455)
	6,934


	2005
	31 December

2004

RO
	(Charged)/ credited to

income statement

RO
	31 December

2005

RO

	Deferred income tax liability
	
	
	

	Accelerated tax depreciation
	(2,195)
	332
	(1,863)

	Deferred income tax asset
	
	
	

	Provisions for doubtful debts
	10,548
	(1,296)
	9,252

	Net deferred tax liability
	  8,353
	 (964)
	(7,389)
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Basic earnings/(loss) per share


Basic earnings/(loss) per share is calculated by dividing the net profit for the year by the weighted average number of shares outstanding during the year as follows:

	
	2006
	2006
	2005
	2005

	
	Group
	Parent company
	Group
	Parent company

	
	RO
	RO
	RO
	RO

	Profit/(loss) for the year
	375,986
	(63,742)
	2,270,745
	932,525

	Weighted average number of shares
	5,000,000
	5,000,000
	5,000,000
	5,000,000

	Earnings/(loss) per share
	0.075
	(0.013)
	0.454
	0.187


No figure for diluted earnings per share has been presented as the Parent company has not issued any instruments which would have an impact on earnings per share when exercised. 
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Bank balances and cash

Included in the group’s bank balances and cash are call deposits of RO 426,039 (2005 - RO 514,696) with a commercial bank in Oman.  These are denominated in Rial Omani, and having maturities of one to three months from the date of placement and carry an effective interest rate of  2 % (2005 - 0.5 %).

12   Bank deposits

The group’s bank deposits are held with commercial banks in Oman, denominated in Rial Omani and carry annual interest rates ranging between 2% to 4% (2005 - 1.35% to 4%). Bank deposits have maturity ranging from three to twelve months from the date of placement. Certain bank deposits are restricted (note 16).
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Held for trading investments

	Group
	Market value
	Cost
	Market

value
	Cost

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Marketable securities - foreign by sector
	
	
	
	

	Technology/Media/Telecom
	224,963
	503,236
	191,651
	522,027

	Industrial
	184,205
	210,655
	146,327
	210,655

	Healthcare/Pharmaceuticals 
	177,474
	147,720
	127,728
	147,720

	Oil/Energy 
	201,051
	79,323
	169,081
	79,323

	Services 
	90,353
	79,971
	53,831
	79,971

	Agriculture/Food 
	  28,548
	     16,721
	  23,381
	     16,721

	
	906,594
	1,037,626
	711,999
	1,056,417


	Parent company
	Market value
	Cost
	Market

value
	Cost

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Marketable securities - foreign by sector
	
	
	
	

	Technology/Media/Telecom
	97,285
	
255,914
	76,586
	255,914

	Industrial
	83,071
	57,356
	51,255
	57,356

	Healthcare/Pharmaceuticals 
	40,919
	95,273
	33,236
	95,273

	Oil/ Energy 
	149,837
	55,611
	124,581
	55,611

	Services 
	90,038
	73,124
	53,524
	73,124

	Agriculture/Food 
	 25,821
	 12,797
	  20,293
	  12,797

	
	486,971
	550,075
	359,475
	550,075


13
Held for trading investments (continued)


Held for trading securities of the Parent company amounting to RO 486,971 (2005 – RO 359,475) are held by a subsidiary company in trust on behalf of the Parent company.

14
Insurance receivables
	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Premiums receivable
	307,152
	-
	342,672
	-

	Reinsurance balances receivable
	120,426
	-
	212,387
	-

	Less: provision for doubtful debts
	(77,101)
	         -
	 (77,101)
	         -

	
	350,477
	-
	477,958
	-

	Premiums receivable from related parties  (note  32)
	272,681
	-
	153,976
	-

	Accrued premiums receivable from a related party (note  32)
	186,215
	          -
	  88,821
	          -

	
	809,373
	          -
	720,755      
	          -


Movements in  the level of provision for doubtful debts during the year is as follows:

	
	2006
	2005

	
	RO
	RO

	At 1 January 
	77,101
	87,900

	Provided during the year
	2,000      
	-      

	Written back during the year
	 (2,000)
	(10,799)

	At 31 December 
	77,101
	77,101
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Investments carried at fair value through income

	Group
	Market value
	Cost
	Market value
	Cost

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Marketable securities 
	
	
	
	

	Banking/Finance
	5,373,476
	2,995,021
	5,900,700
	2,995,021

	Services
	791,987
	442,870
	731,804
	447,337

	Industrial
	63,004
	66,368
	52,340
	66,368

	Oil and energy
	49,310
	58,057
	58,170
	58,057

	Consumer goods
	59,693
	48,340
	69,000
	     48,340

	Agriculture/Food
	     27,500
	     62,500
	    30,250
	     62,500

	
	6,364,970
	3,673,156
	6,842,264
	3,677,623


Details of the group’s investments for which the group’s holding exceeds 10% of the market value of its investment portfolio are:

	
	% of overall
	Number of
	Market value
	Cost

	
	portfolio
	securities
	RO
	RO

	31 December 2006
	
	
	
	

	
	
	
	
	

	Oman International Bank SAOG 
	73.90
	1,591,198
	5,373,476
	2,995,021

	
	
	
	
	

	31 December 2005
	
	
	
	

	
	
	
	
	

	Oman International Bank SAOG 
	78.11
	1,326,000
	5,900,700
	2,995,021
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Investments carried at fair value through income (continued)


Details of the group’s investments for which the group’s holding exceeds 10% or more of the issuer’s share capital are:

	
	% holding of

the issuer’s
	Number of
	Market

value
	Cost

	
	share capital
	securities
	RO
	RO

	31 December 2006
	
	
	
	

	Al Khuwair Development & Services SAOC 
	12.4
	155,000
	682,000
	309,034

	
	
	
	
	

	31 December 2005
	
	
	
	

	Al Khuwair Development & Services SAOC 
	12.4
	155,000
	620,000
	309,034

	
	
	
	
	


	Parent company
	Market

value
	Cost
	Market

value
	Cost

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Marketable securities 
	
	
	
	

	Banking/Finance
	2,900,478
	1,805,021
	   3,185,061
	1,805,021

	Services
	707,833
	328,177
	647,363
	328,177

	Consumer goods
	49,744
	40,290
	57,500
	40,290

	Industrial
	25,855
	      17,339
	16,480
	     17,339

	Oil and energy
	    19,192
	     42,718
	     31,200
	     42,718

	
	3,703,102
	 2,233,545
	3,937,604
	2,233,545


Details of the Parent company’s investment in which its holdings exceed 10% of the market value of its investment portfolio are set out below:

	
	% of overall
	Number of
	Market

value
	Cost

	
	portfolio
	securities
	RO
	RO

	31 December 2006
	
	
	
	

	Oman International Bank SAOG 
	69.22
	858,892
	2,900,478
	1,805,021

	Al Khuwair Development & Services Company SAOC
	16.28
	155,000
	    682,000
	    309,034

	
	
	
	3,582,478
	2,114,055

	31 December 2005
	
	
	
	

	Oman International Bank SAOG 
	74.12
	715,744
	3,185,061
	1,805,021

	Al Khuwair Development & Services Company SAOC
	14.43
	155,000
	    620,000
	    309,034

	
	
	
	3,805,061
	2,114,055

	
	
	
	
	


Details of the Parent company’s investments for which the Parent company’s holding exceeds 10% or more of the issuer’s share capital at 31 December 2006 are:

	
	% holding of
	
	
	

	
	the issuer’s
	Number of
	Market value
	Cost

	
	share capital
	Securities
	RO
	RO

	31 December 2006
	
	
	
	

	Al Khuwair Development & Services SAOC 
	

12.4
	155,000
	682,000
	309,034

	
	
	
	
	

	31 December 2005
	
	
	
	

	Al Khuwair Development & Services SAOC 
	12.4
	155,000
	620,000
	309,034
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Restrictions on transfer of assets
In accordance with the law governing the operation of insurance companies within the Sultanate of Oman, the group’s subsidiaries have identified to the Capital Market Authority certain specific bank deposits and investments carried at fair value through income included in the balance sheet at a total value of RO 2,501,588 (2005 - RO 2,853,395).  Under the terms of the legislation, the subsidiaries can transfer these assets only with the prior approval of the Capital Market Authority.

17
Investments held to maturity

Investments carried at amortised cost comprise unquoted Oman Government Development Bonds, carrying an interest rate of 4.5% per annum and are due to mature in 2007 (2005 – same terms and conditions).

18
Investment in subsidiary companies

The consolidated financial statements include the financial statements of the Parent company and its following subsidiaries registered in the Sultanate of Oman:

	
	Proportion
	Proportion
	Authorised Capital
	Paid up share capital
	Cost

	
	held
	held
	
	
	
	

	
	2006
	2005
	
	2006
	 2005
	

	
	
	
	
	RO
	RO
	RO

	Muscat Insurance Company SAOC
	100%
	100%
	5,000,000
	3,220,007
	2,800,003
	2,000,000

	Muscat Life Assurance Company SAOC
	100%
	100%
	5,000,000
	3,105,009
	2,700,004
	2,000,000


Muscat Insurance Company SAOC

Muscat Insurance Company SAOC is a closely held joint stock company incorporated in the Sultanate of Oman and is engaged in the business of general insurance. 
Muscat Life Assurance Company SAOC

Muscat Life Assurance Company SAOC is a closely held joint stock company incorporated in the Sultanate of Oman and is engaged in the business of life and medical insurance. A significant portion of the underwriting of the life insurance business is with a related party, in respect of the  Group credit life scheme.
19
Other receivables and prepayments
	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Accrued interest
	22,995
	     -
	18,984
	       -

	Other receivables and prepayments
	56,012
	350     
	45,945
	        -

	
	79,007
	350 
	64,929
	       -

	
	
	
	
	


20
Fixed assets


	Group - 2006
	Furniture and equipment
	Motor

vehicles
	Computer

hardware and software
	Land
	Buildings
	Total

	
	RO
	RO
	RO
	RO
	RO
	RO

	Cost
	
	
	
	
	
	

	At 1 January 2006
	114,423
	63,619
	117,003
	-
	-
	295,045

	Additions 
	22,675
	37,440
	9,621
	1,266,621
	150,000
	1,486,357

	Disposals 
	           -
	 (8,045)
	           -
	               -
	            -
	      (8,045)

	At 31 December 2006
	137,098
	93,014
	126,624
	1,266,621
	150,000
	1,773,357

	Depreciation
	
	
	
	
	
	

	At 1 January 2006
	87,426
	50,524
	96,921
	-
	-
	234,871

	Provided during the year
	9,774
	10,676
	7,091
	-
	7,500
	35,041

	Relating to disposals
	          -
	 (8,045)
	            -
	              -
	         -
	  (8,045)

	At 31 December 2006
	97,200
	53,155
	104,012
	              -
	7,500
	261,867

	Net carrying value
	
	
	
	
	
	

	At 31 December 2006
	39,898
	39,859
	22,612
	1,266,621
	142,500
	1,511,490


The land and building is stated at cost less depreciation.

The current fair value of the land and building has been determined based on valuations performed by Al-Habib & Co LLC as at 31 December 2006, as being in the amount of RO 1,731,764. Al-Habib & Co LLC has been dealing in real estate since 1978. The fair value represents the amount at which the assets could be exchanged between a knowledgeable, willing buyer and a knowledgeable, willing seller in an arm’s length transaction at the date of valuation.

	Group - 2005
	Furniture and equipment
	Motor

vehicles
	Computer

hardware and software
	Total

	
	RO
	RO
	RO
	RO

	Cost
	
	
	
	

	At 1 January 2005
	108,176
	76,119
	106,450
	290,745

	Additions 
	7,130
	-      
	10,553
	17,683

	Disposals 
	     (883)
	(12,500)
	            -
	(13,383)

	At 31 December 2005
	114,423
	63,619
	117,003
	295,045

	
	
	
	
	

	Depreciation
	
	
	
	

	At 1 January 2005
	79,179
	54,708
	91,316
	225,203

	Provided during the year
	8,526
	8,316
	5,605
	22,447

	Relating to disposals
	   (279)      
	(12,500)
	          -
	(12,779)

	At 31 December 2005
	87,426
	50,524
	96,921
	234,871

	Net carrying value
	
	
	
	

	At 31 December 2005
	26,997
	13,095
	20,082
	60,174


20
Fixed assets (continued)


	Parent company - 2006
	Furniture and equipment
	Motor

vehicles
	Computer

hardware and software
	Total

	
	RO
	RO
	RO
	RO

	Cost
	
	
	
	

	At 1 January 2006
	19,976
	12,895
	5,078
	37,949

	Additions
	1,457
	-
	-
	1,457

	Disposals
	          -
	          -
	        -
	          -

	At 31 December 2006
	21,433
	12,895
	5,078
	39,406

	Depreciation
	
	
	
	

	At 1 January 2006
	18,566
	12,437
	4,664
	35,667

	Provided during the year
	      334
	      458
	   145
	     937

	At 31 December 2006
	18,900
	12,895
	4,809
	36,604

	Net carrying value
	
	
	
	

	At 31 December 2006
	2,533
	         -
	 269
	2,802


	Parent company - 2005
	Furniture and equipment
	Motor

vehicles
	Computer

hardware and software
	Total

	
	RO
	RO
	RO
	RO

	Cost
	
	
	
	

	At 1 January 2005
	18,450
	25,395
	4,652
	48,497

	Additions
	1,526
	-      
	426
	1,952

	Disposals
	        - 
	(12,500)
	        -
	(12,500)

	At 31 December 2005
	19,976
	12,895
	5,078
	37,949

	Depreciation
	
	
	
	

	At 1 January 2005
	18,247
	24,138
	4,388
	46,773

	Provided during the year
	319
	799
	276
	1,394

	Relating to disposals
	         -
	(12,500)
	        -
	(12,500)

	At 31 December 2005
	18,566
	12,437
	4,664
	35,667

	Net carrying value
	
	
	
	

	At 31 December 2005
	1,410
	458
	414
	2,282
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Investment property

	
	2006
	2005

	
	RO
	RO

	Land
	78,451
	-

	Building
	50,000
	-

	Less: Depreciation
	   (2,500)
	        -

	31 December 2006
	125,951     
	        -


The investment property is stated at cost less depreciation.


The current fair value of the land and building, including the investment property has been determined based on valuations performed by Al-Habib & Co LLC as at 31 December 2006, as being in the amount of RO 163,236. Al-Habib & Co LLC has been dealing in real estate since 1978. The fair value represents the amount at which the assets could be exchanged between a knowledgeable, willing buyer and a knowledgeable, willing seller in an arm’s length transaction at the date of valuation. 

22
Share capital

	
	2006
	2005

	
	RO
	RO

	Authorised - shares of RO 1 each
	10,000,000
	10,000,000

	
	
	

	Issued and fully paid – shares of RO 1 each
	5,000,000
	5,000,000


(a)
Details of shareholders who hold 10% or more of the Parent company’s shares are as follows:

	
	2006
	2005

	
	Number of shares
	Number of shares

	Dr Omar Abdul Muniem Al Zawawi
	1,250,400
	1,250,400

	Dhofar Insurance Co. SAOG
	503,598
	501,100

	Diwan of Royal Court - Pension Fund
	500,000
	500,000

	
	
	


(b)
Proposed cash dividend

The Board of Directors have proposed a cash dividend in respect of the year 2006 of RO 0.060 per share (2005 - Nil) amounting to RO 300,000 which will be approved by the shareholders at the forthcoming Annual General Meeting.

23
Legal reserve

As required by the Commercial Companies Law of the Sultanate of Oman, 10% of the profit for the year of the individual companies is required to be transferred to legal reserve until the reserve is equal to one third of the paid up share capital of each company.  This reserve is not available for distribution. 

24
Capital reserve

The capital reserve represents the excess over nominal value paid by the initial subscribers towards public issue expenses incurred by the Parent company.

25
Insurance liabilities and reinsurance assets

	
	Group

2006
	Parent company

2006
	Group

2005
	Parent company

2005

	
	RO
	RO
	RO
	RO

	Gross 
	
	
	
	

	Insurance contracts:
	
	
	
	

	-  Outstanding claims reported and loss adjustment expenses (Note 6)
	2,635,657
	-
	2,995,400
	-

	- Claims incurred but not reported (IBNR) (Note 6)
	198,000
	-
	198,000
	-

	-  Actuarial Unexpired Risk Reserve (URR)
	6,001,135
	           -
	5,500,461
	           -

	Total insurance liabilities - Gross 
	8,834,792
	           -
	8,693,861
	           -


	
	Group

2006
	Parent company

2006
	Group

2005
	Parent company

2005

	
	RO
	RO
	RO
	RO

	Recoverable from reinsurers
	
	
	
	

	Insurance contracts
	
	
	
	

	-  Outstanding claims reported and loss adjustment expenses (Note 6)
	2,182,180
	-
	2,646,260
	-

	-  Claims incurred but not reported (IBNR)(Note 6)
	 140,825
	-
	140,825
	-

	-  Actuarial Unexpired Risk Reserve (URR)
	4,765,954
	           -
	4,456,205
	           -

	Total reinsurers’ share of insurance liabilities
	7,088,959
	           -
	7,243,290
	           -


25
Insurance liabilities and reinsurance assets (continued)


	
	Group

2006
	Parent company

2006
	Group

2005
	Parent company

2005

	
	RO
	RO
	RO
	RO

	Net
	
	
	
	

	-  Outstanding claims reported and loss adjustment expenses Note 6)
	453,477
	-
	349,140
	-

	-  Claims incurred but not reported (IBNR) (Note 6)
	57,175
	-
	57,175
	-

	-  Actuarial Unexpired Risk Reserve (URR)
	1,235,181
	           -
	1,044,256
	           -

	Total insurance liabilities – net
	1,745,833
	           -
	1,450,571
	           -


In accordance with the Insurance Companies Law of Oman, the net actuarial/unexpired risk reserve (mathematical reserve) of the life subsidiary is determined by an independent actuary on an annual basis reflecting the unexpired risk for life business underwritten.
26
Contingency provision
	
	2006
	2005

	
	RO
	RO

	At 1 January
	420,297
	358,919

	Transfer during the year
	  71,171
	  61,378

	At 31 December
	491,468
	420,297


Consistent with Article 20 (2) (c) and 20 (3) (b) of the Oman Insurance Company Law of 1979, as amended (“the Law”), the subsidiaries have recognised a provision for contingencies in its insurance liabilities. Under International Financial Reporting Standard No. 4 ‘Insurance Contracts’ (“IFRS 4”), an insurer shall not recognise as a liability any provision for possible future claims, if those claims arise under insurance contracts that are not in existence at the reporting date. Where such provision is required by local law, IFRS 4 would require the item to be an appropriation reflected as a part of total equity. The subsidiary has approached the relevant authority for its decision to resolve this conflict between the provisions of the Law and IFRS 4. The authorities are consequently in the process of changing the law. The authorities have informed that 
“We notify you that there is a project to amend the Insurance Companies Law, in order to be in conformity with the International Financial Reporting Standards that is presently with the concerned authorities. And as you are aware, the issuance of laws and the amendments of laws pass through many channels and are presented to different authorities. And recently, it has been brought to our knowledge that it is in its final stages.”

27
Other liabilities and accruals

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Other creditors
	184,319
	-      
	165,028
	-

	Due to subsidiaries
	-      
	805,695
	-
	1,182,173

	Accruals
	481,004
	14,650
	462,879
	13,672

	Amount due to related parties (note  32)
	98,822
	-      
	44,505
	- 

	End of service benefits
	  93,667
	  42,849
	  71,514
	     31,948

	
	857,812
	863,194
	743,926
	1,227,793


Movements in the liability for employees’ end of service benefits recognised in the balance sheet are as follows:

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	At 1 January
	71,514
	31,948
	59,428
	25,081

	Accrued/transferred during the year 
	30,762
	10,901
	17,741
	6,867

	Employees’ end of service benefit paid/transferred
	 (8,609)
	          -
	 (5,655)
	          -

	At 31 December
	93,667
	42,849
	71,514
	31,948
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Bank overdrafts

	
	Group
	Parent

company
	Group
	Parent

company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Bank overdrafts 
	1,098,445
	1,098,445
	768,990
	768,990


Bank overdrafts are obtained from a commercial bank at interest rates ranging between 3.75 % to 5%  (2005 - 2.25% to 3.75%) per annum.  The interest rates are subject to re-negotiation with the bank upon annual renewal of the facilities.
29
Cash generated from/(used in) operations

The reconciliation of the profit/(loss) for the year to cash generated from/(used in) operations is shown below:

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Profit/(loss) before taxation
	433,476
	(63,742)
	2,334,346
	932,525

	Adjustments for:
	
	
	
	

	Depreciation
	37,541
	937
	22,447
	1,394

	Movement in unearned premium reserve
	190,925
	-
	146,081
	-

	Amortisation of premium on Government

   Development Bonds
	2,180
	-
	2,180
	-

	Net unrealised gain on investments securities
	250,262
	105,686
	(1,611,734)
	(910,457)

	Realised loss on disposal of investment securities   
	27,782
	(397)
	36,735
	(3,292)

	Accrual for employees’ end of service benefits
	30,762
	10,901
	17,741
	 6,867

	Interest income
	(204,925)
	(304)
	(121,046)
	(298)

	Dividend income
	(333,319)
	-
	(301,016)
	-  

	Interest expense
	51,885
	46,979
	33,162
	30,177

	Rental income
	(20,907)
	-
	-
	-

	Profit on disposal of fixed assets
	(325)
	-
	  (2,479)
	 (2,200)

	Contingency provision
	71,171
	            -
	  61,378
	          -

	Operating profit before payment of end of  service benefit and working capital changes
	536,508
	100,060
	617,795
	54,716

	Employees end of service benefits paid
	(8,609)
	-
	  (5,655)
	          -

	Insurance receivable
	(88,618)
	-
	120,593
	-

	Reinsurers contracts
	464,080
	-
	(203,317)
	-

	Insurance contracts
	(359,743)
	-
	236,971
	-

	Other assets
	(14,078)
	(350)
	(12,660)
	-

	Due to reinsurers
	160,102
	-
	(350,640)
	-

	Other liabilities and accruals
	  91,734
	(375,500)
	110,911
	441,287

	Cash generated from/(used in) operations
	781,376
	(275,790)
	513,998
	496,003


30
Contingent liabilities

At 31 December 2006, there were contingent liabilities in respect of guarantees amounting to RO 155,820 (2005 - RO 40,270) given in the normal course of business from which it is anticipated that no material liabilities will arise. 

31   Capital commitment


A subsidiary company, Muscat Insurance Company, has committed to contribute RO 71,429 towards investment in the share capital of Omani Unified Bureau for Orange Card SAOC, an insurance company.

32
Related party transactions

The group, during the course of its normal business, enters into transactions with directors, shareholders, key management personnel and entities in which certain shareholders and directors are interested (other related parties). The transactions are entered into at terms and conditions which the directors consider to be comparable with those adopted for arm’s length transactions with third parties. The approximate volumes of such transactions involving related parties and holders of 10% or more of the Parent company’s shares or their family members other than those separately disclosed, during the year were as follows:

(a)   Transactions
(i)
Revenue from insurance policies underwritten 

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	  
	RO
	RO
	RO
	RO

	
	
	
	
	

	Other related parties
	2,498,650
	          -
	2,774,423
	          -


(ii)
Claims incurred in respect of insurance policies underwritten 

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	  
	RO
	RO
	RO
	RO

	
	
	
	
	

	Other related parties
	319,892
	           -
	170,363
	          -


(iii)
Purchases of goods and services

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	  
	RO
	RO
	RO
	RO

	Purchases of goods and services
	
	
	
	

	  - Other related parties
	71,949
	7,701
	69,126
	4,511

	
	
	
	
	

	Purchase of fixed assets
	
	
	
	

	  - Other related parties
	1,517,020
	       -
	2,561
	       -


32
Related party transactions (continued)


(iv)   Investment income/(expenses) from other related parties

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	  
	RO
	RO
	RO
	RO

	Interest income
	177,300
	        38
	95,313
	         72

	Dividend income
	305,480
	164,621
	278,460
	150,306

	Interest expenses
	(46,979)
	(46,979)
	(30,177)
	(30,177)

	Rental income
	20,280
	           -
	          -
	           -


(v) Key management compensation

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	  
	RO
	RO
	RO
	RO

	Short term employment benefits
	283,302
	136,638
	260,159
	153,211

	End of service benefits
	  12,755
	    7,500
	  10,138
	    6,873

	
	296,057
	144,138
	270,297
	160,084


 (b)
Year end balances arising from premiums written/claims payable/purchases of goods/services were:

	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	  
	RO
	RO
	RO
	RO

	Receivable from other related parties 
	458,896
	            -
	242,797
	           -


	
	Group
	Parent company
	Group
	Parent company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Payable to related parties 
	
	
	
	

	  - Subsidiaries
	          -
	805,695
	          -
	1,182,173

	  - Other related parties
	98,822
	            -
	44,505
	              -


No provision has been required in 2006 and 2005 in respect of amounts due from related entities.

(c)
At 31 December, the group and Parent company had the following assets balances with the other related parties:

	
	Group
	Parent      company
	Group
	Parent         company

	
	2006
	2006
	2005
	2005

	
	RO
	RO
	RO
	RO

	Investments carried at fair value through income 
	6,086,731
	3,582,478
	6,557,350
	3,805,061

	Bank deposits
	4,207,592
	-
	4,182,352
	-

	Bank balances and cash
	427,334
	1,295
	515,749
	1,268

	Bank borrowings
	1,098,445
	1,098,445
	768,990
	768,990


33
Transaction with subsidiaries


(a)
The parent company entered into the following transaction with subsidiaries: 

	
	2006
	2005

	  
	RO
	RO

	Purchases of goods and services
	
	

	  - subsidiaries
	12,597
	1,784


(b)
In the Parent company financial statements, an amount of RO 140,695 (2005 - 120,800) has been recovered from a subsidiary company Muscat Insurance Company SAOC towards the cost of services of its employees partly utilised by the subsidiary company in the normal course of business. Also, an amount of RO 12,221 (2005 - 13,611) has been paid to Muscat Insurance Company SAOC towards the cost common office establishment services rendered by the subsidiary company in the normal course of business.

34
Segment information
Class of business
The Group makes investments in equities and fixed interest earning securities.  The Parent company is involved in the business of investments. The subsidiary companies are involved in the business of insurance. Relevant information relating to the primary segment is disclosed in the balance sheet, profit and loss account and notes to the financial statements.
Group

	
	
	2006
	
	

	
	General insurance
	Life      insurance
	General investment
	Group

	
	RO
	RO
	RO
	RO

	Gross premiums written
	5,986,423
	3,117,968
	               -
	9,104,391

	
	
	
	
	

	Profit/(loss) for the year
	106,720
	333,008
	(63,742)
	375,986

	
	
	
	
	

	Segment assets 
	9,777,700
	8,222,904
	4,209,623
	22,210,227

	Segment liabilities
	6,147,566
	4,791,509
	1,155,944
	12,095,019

	
	
	
	
	

	Capital expenditure
	1,611,417
	1,934
	1,457
	1,614,808

	Depreciation
	32,761
	3,843
	937
	37,541

	
	
	
	
	


	
	
	2005
	
	

	
	General insurance
	Life    

 insurance
	General investment
	Group

	
	RO
	RO
	RO
	RO

	Gross premiums written
	5,465,754
	2,909,418
	                -
	8,375,172

	
	
	
	
	

	Profit for the year
	576,696
	761,524
	932,525
	2,270,745

	
	
	
	
	

	Segment assets 
	9,414,337
	7,297,731
	4,308,509
	21,020,577

	Segment liabilities
	6,170,767
	4,295,978
	814,610
	11,281,355

	
	
	
	
	

	Capital expenditure
	14,781
	950
	1,952
	17,683

	Depreciation
	17,482
	3,571
	1,394
	22,447


35
Comparative figures


Certain of the corresponding figures for 2005 have been reclassified in order to conform with the presentation for the current year. Such reclassifications do not affect previously reported net profit or shareholders’ equity.
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